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Volume 3 Number 2 2016 investment of inflows and outflows for the development. FDI inflows benefit the country because it does not emerge automatically. Investing economy benefits the home country by improving the infrastructure, technology and human capacities (Palat, 2011; Haider, 2012; .
FDI has also negative effects on the host country, like environmental degradation etc.
CO 2 emissions are increasing in Pakistan yearly (see figure 1) . On average 0.64 metric tons per capita CO 2 emissions are emitted from 1971 to 2014. The major reason for increasing CO 2 emissions is the rapidly increasing demand for energy in the industrial sector. Energy consumption is also increasing 13.5% yearly (Economic Survey of Pakistan, 2009) . Also the use of gas, electricity, petroleum and crude oil is increasing 9.5%, 7.2%, 4.7%, and 7.2%
respectively (Economic Survey of Pakistan, 2009) . So use of all these things is polluting the environment.
This study has used the latest data set to find the impact of FDI on environment in long run and short run. Rest of the paper is organized in further 2, 3, 4, & 5 sections, literature review, data and methodology, empirical section, and conclusion respectively. Y E A R1 9 7 21 9 7 41 9 7 61 9 7 81 9 8 01 9 8 21 9 8 41 9 8 61 9 8 81 9 9 01 9 9 21 9 9 41 9 9 61 9 9 82 0 0 02 0 0 22 0 0 42 0 0 62 0 0 82 0 1 02 0 1 2
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Literature Review
Existing literature is given below in et al. (2015) . Few studies have just found unidirectional causality running from FDI to CO 2 emissions, Acharyya, J (2009), Blanco(2012) , Shahbaz et al. (2011), Mahmood and , and Blanco et al. (2013) , and Bukhari et al. (2014) . Few studies have found no relationship between FDI and CO 2 emissions, Shaari et al. (2014) , and Linh and Lin (2014) .
Data and Methodology
Time series data for the period of 1971-2014 will be used for the analysis. The analysis will be based on 44 years. Data is taken from the World Bank Data base, WDI 2015.
Model Specification
Environmental degradation is a major problem with the increase in the foreign direct investment in developing countries. Foreign direct investment, GDP per capita, Inflation, and
Energy consumption are used in this paper as independent variables and CO 2 emissions as dependent variable.
CO 2 = Carbon Dioxide Emissions (metric tons)
Where is the intercept and are the coefficients of foreign direct investment, GDP per capita, inflation, and energy consumption respectively and is error term of the model (see equation 1).
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Stationary Test
The major problem with the time series data is its non-Stationarity characteristic.
Thus, stationary tests are compulsory to check the stationarity level of the data. Augmented Dickey Fuller (ADF) was developed in 1982 by Dickey and Fuller (1979, 1981) . ADF test is used to find the unit root problem in the series. H 0 = 0 is series has unit root problem.
Stationary data means that series has zero means and constant variance over time.
The Autoregressive Distributed Lag (ARDL) Bounds Test
After determining the level of integration of the variables, next step is to examine the cointegration among the variables by using ARDL bounds test. Autoregressive Distributed
Lag model is used when there is mix cointegrated levels in the series. In this paper,CO 2 , FDI, GDP, and INF are stationary at level I(0)and energy consumption is stationary at 1 st difference
I(1).
One main advantage of ARDL model is that, it estimates both short and long-run parameters at once (see equation 2).
Where Δ is difference, , , Ω, , are the short run parameters of CO 2 emissions, Foreign direct investment, GDP per-capita, Inflation, and energy consumption respectively.
are the long-run parameters.
After restricting the variables, we compare the value of F-statistics with the (Narayan, 2005) .
The Long Run Relationships
ARDL model has both long and short-run model. The following model is showing the impact of independent variables on the dependent variable in long run (see equation 3).
The Short Run Relationships
Following model is short run model with additional error correction term (ECT). ECT
shows adjustment speed towards equilibrium (see equation 4). Source: Literature Review
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Empirical Results and Discussions
All estimations are presented here in standard form. 
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First step to find the cointegration is to investigate the optimal lag of the data. Lag length criteria is used to find the lag. It has 6 different criterions but we choose the decision of AIC test. Lag which has most "*" is the optimal lag of the data. Table 4 is showing lag length criterions. 5 ). Table 5 also has diagnostic test results which depicts the normality and no-serial correlation in the model and specification of the model. These results show that FDI increases 2% CO 2 emissions in short run (see table 7 ). 
Conclusion
Foreign direct investment is rapidly increasing in Pakistan from last few years and environment is also getting polluted day by day. Therefore, this study has empirically tested the effect of FDI on environmental degradation. Results have suggested that FDI and environmental degradation have short-long run relationship and also have bi-directional causation between each other. It depicts that increasing FDI is degrading the environment rapidly. All GDP per-capita and energy have positive relationship with CO 2 emissions. Short
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run coefficient is moderate which depicts that government should take care of this and start some clean environment programs.
